COVMONVWEALTH OF MASSACHUSETTS
before the
DEPARTMENT OF PUBLI C UTI LI TI ES

Bost on Gas Conpany ) D.P. U 96-50

Reply Brief of The Energy Consortium

| nt r oducti on

The Energy Consortium ("Consortiunt) has reviewed the
various briefs filed in this proceeding. On several issues there
is agreenent by the parties including Boston Gas Conpany ("BGC
or the "Conpany"). The Conpany has agreed to revise its rate
design for the G44/45 and G 54/55 rates. BGC Br. at 86. This
wi Il avoid increases in rates for these custoners which woul d
violate principles of rate continuity, gradualismand fairness
noted by the Consortiumin its brief. ConsortiumBr. at 3-7. 1In
addi tion, the Conpany has agreed to withdraw its proposal for
rate design and cost allocation flexibility in its performance

based reqgul ation plan ("PBR') BGC Br. at 80. The Conpany has
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al so agreed to reduce its retention factor applicable to its
transportation custoners from2.5%as originally requested. BGC
Br. at 149. However, the Conpany recomends that "conpany-use"
gas be included in the retention factor and that the factor be
subject to an annual reconciliation and adjustnent. This would
increase the initial retention factor from1.25 %to 1.54 % RR-
TEGC-3. It would al so renove any Conpany responsibility to

mai ntain or reduce the | evel of unaccounted-for gas. 1In the |ast
rate case, D.P.U 93-60, at 476, the Departnment specifically

excl uded conpany-use gas fromthe cal culation of the retention
factor. The Conpany has provided no basis or reasons to change
this ruling. The Consortiumrecomends that if the retention
factor is subject to an annual adjustnent, the adjustnment shoul d
only be to reduce the factor to create the proper perfornmance
incentives for the Conpany. Such a mechani smwould avoid the
transfer of operating risk within the control of the Conpany to
t he custoners.

On several other issues the Conpany has chosen to renain
silent inits brief. For exanple, the Conpany has not opposed
the reduction in the Interim Sales Service charge to the | ower of
the Daily Index or the CGAC, Consortium Br. 19-20; adoption of
conbi ned netering terns and conditions, ConsortiumBr. 20-21
and; adoption of narket power protections for capacity

al l ocation, ConsortiumBr. at 21-23. The Departnent shoul d adopt
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t he recommendati ons proposed by the Consortiumon these issues.

1. Argunent

A Capacity All ocation

The Consortium continues to advocate voluntary capacity
assignnent for the reasons set forth inits Initial Brief and in
the brief of the D vision of Energy Resources ("DCER').

Vol untary assignment will maxi m ze custonmer choice and provide an
opportunity for firmand interruptible custoners to gain access
to capacity rejected by other custoners.

However, the Consortiumis concerned that during the
transition period, through the end of the year 2000, there should
be adequat e provisions and protections that assure conti nued
reliability of service to all custoners and that custoners shoul d
be protected fromtheir owm folly and that of inexperienced
mar keters in releasing capacity. To sone extent this has been
addressed by the recall rights suggested by the Conpany in its
mandat ory proposal and by DCER in its voluntary proposal
However, as no party has actual experience with capacity
assignnent in a market where there is insufficient pipeline
capacity in the winter period as in New Engl and, the Depart nent

nmust make sure that under any proposal for capacity assignnent
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the Departnent retains the right to nmake adjustnents if workable
conpetition does not develop or reliability issues arise.

In this regard the Consortiumis concerned that the recal
provi si ons proposed by the Conpany nay not be adequate. Mich of
the current upstream capacity and storage is now or shortly wl|l
be at the end of its fixed contract term Under the various
contracts this capacity can be extended on a year-to-year basis
under a so-called "evergreen" provision as long as neither party
elects to termnate the contract. Al gonquin Gas Transm ssi on
Conpany Br. 14 at footnote 6. Under the capacity assi gnnent
proposals in this case the pro-rata slice of these contracts
which are in evergreen status nmay be extended or not by each
respective assignee or its marketer when these contracts conme up
for another evergreen renewal. Tr. 14 at 197-198. See also, RR-
DCER- 13, RR-DCER-14, Ex. BGC-183. |If a contract is not renewed
the Conmpany will have no further recall rights on such capacity.

Some custoners or their marketers may not realize the val ue
and i nportance of scarce pipeline capacity and thus nmay not renew
or evergreen the capacity. Wthout sone additional provisions in
the capacity assignnment program the decision not to renew the
capacity will be irrevocable and can create reliability problens
for the custoners. Thus, the Consortium supports a nore nanaged

approach to capacity release during the transition.
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During the transition any capacity assignnent program shoul d
insure that all capacity necessary to maintain reliability should
be extended for a termof years through the year 2000 or be
subject to an annual extension exercisable by the Conpany as a
condition of the assignment in order not to | oose this capacity
permanently fromthe Boston nmarket. The Consortiumw || not
attenpt to mcro-nanage the process and require the Conpany to
extend all capacity contracts to the year 2002 as suggested by
Al gonquin Gas Transm ssion Conpany in its brief or limt the
capacity rel ease to one year as suggested by Conmonweal th Gas
Conmpany. However, the Conpany nust provi de adequate assurances
that the capacity assignnment programinplenmented after the
Departnent's approval does not allow the permanent m gration of
any upstream capacity fromthe Boston market until the Depart nent
has concl uded that there is workabl e conpetition in the capacity
mar ket. Thus, an assignnent or auction of this capacity under a
vol untary program preferred by the Consortium should retain
recall rights of all capacity, including capacity in evergreen
status, as outlined above. The recall rights should extend
t hrough the end of 2000 or until the Departnent nmakes a finding
that capacity is no | onger necessary to nmaintain reliability of
delivery or that workable conpetition exists in the service

territory.
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While the additional recall restrictions may limt the val ue
of the assignnment or reassignnment rights to the capacity during
the transition, it is a necessary balancing of the interests of
reliability and avoi dance of market power. This ngjor issue
rai sed clearly by A gonquin and Cormonwealth Gas in their
respective briefs was conpletely ignored by the Conpany. Wile
the sol ution suggested by the Consortiumis different fromthat
proposed by Al gonquin or Commonweal th, this issue nust be

addressed by the Departnment in its Oder

B. Interruptible Transportation (1T")

The Conpany continues to want to "buy" the IT market at an
i nadequate price and then utilize its nonopoly control over this
mar ket to extract nonopoly rents under a val ue-of-service pricing
("VOS") nechani sm

The Conpany in its Brief fails to address any specifics of
the $2.1 million valuation established for the IT market. The
Conpany ignores the argunents of the Attorney General and others
that the IT market is growing and thus the value is inproperly
cal culated. Further, the Conpany ignores the Consortiunms
argunent that no increase in value or even increase in costs is
attributed to increased throughputs in the IT market in the

f ut ure.
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In further reflecting on the value placed on the I T market
by BGC, there does not appear to be any justification for the
reduction in the average margi ns earned by the Conpany to excl ude
| ong margi nal costs. See RR-DPU 76. Accordingly, the value of
the I'T market has been underval ued because of the deduction of
long run marginal costs fromthe margin cal culation and the
failure to reflect or project any growth in the market. Further,
the Departnent should reject any permanent sale of this market.

The Consortium continues to support a change fromthe VOS
pricing nmechanismto a cost-based fixed price option and a cost
based-ceiling for the flexible pricing option for the IT
custonmers as set forth inits Initial Brief. ConsortiumBrief at
10-14 and in the Initial Brief of U S Gypsum Conpany, and the
Mar ket ers G oup.

The Conmpany's only defense to changing the IT pricing to
i nprove the econony of the Commonweal th and to maintain existing
and increase throughputs of IT service is to ignore the issues
raised and to claimthat the recomendati on to change the current
VOS pricing and sharing nmechani sns for BGC rai ses "serious due
process issue[s]". This claimis bogus as the Conpany itself
raised the IT issues in this case and had the testinony of M.
Robert Cooper witness for U S. Gypsum Conpany as required by the
procedural schedule in this matter. Further, several LDCs

intervened in this case including Bay State Gas Conpany,
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Ber kshire Gas Conpany, Commonweal th Gas Conpany, Essex County Gas
Company, Fall River Gas Conpany and North Attl eboro Gas Conpany
to address policy issues. Mreover, any decision in this case
will not be applicable to any other LDC unless and until there is
in an adjudicatory applicable to themor a further rul emaking
pr oceedi ng.

The Departnent should address this significant nonopoly
pricing issues raised by VOS pricing and adopt a cost-based
ceiling and a fixed price option for IT rates as suggested as

suggested by the Consortiumand U S. Gypsum

C. Bal anci ng Provi si ons

The Conpany continues to claimthat its daily and nonthly
bal anci ng gui deli nes are reasonable and rejects nodifications
suggested by the Consortiumand U S. Gypsum BGC Br. at 39-41.
Cf. ConsortiumBr. 17-18.

There is no dispute that sone guidelines are necessary to
nodi fy custoner behavior and to avoid creation of an operational
probl emon the system However, the Conpany has no factual basis
to insist that its nore onerous guidelines are necessary as
opposed to those suggested by the witnesses for the Consortium or
U S Gpsum Exhs. TEC 13 and USGC-1. The Conpany has presented

no evidence that ternms and conditions suggested by others would
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be insufficient. The Departnent should not create barriers to
transportation, unless there is a denonstrated need. The
Departnment shoul d adopt the bal anci ng provi sions suggested by the
Consortiumand carefully nonitor the situation. |If problens
devel op they can be addressed in a separate proceeding limted to

t hose i ssues.

D. Bal anci ng Char ge

The two maj or providers of bal ancing services in the market
area have made concessions to each other at the expense of the
custonmers. BGC initially proposed a bal ancing service where it
was the sole provider of the service for General Transportation
Service at an annual charge of $0.2649 per MVBTu. Exhs. BGC- 75,
at 23-24 and BGC-88. Distrigas has proposed to recal cul ate the
charge for bal ancing services on the basis of a design day and a
design year. This would increase the bal ance charge to $0. 3441
per MVMBTu. Distrigas Br. at 10. The Conpany has proposed a
slight nodifications to this nmethod which would | ower the charge
i n some unknown anount. BGC Br. at 145-146.

The Consortium suggests that these charges are excessive and
fail to consider, as noted by Distrigas in its argunment against
al l ocation of |ocal production facilities to transportation

charges, that:
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"The Conpany has considerable flexibility inits
pi pel i ne and underground storage capacity to cope
with hourly | oad swi ngs nost of the year--no
notice service, the ability to change nom nati ons
during a day on as little as one hour notice, and
the ability to take deliveries at greater than
1/24 of the daily quantity."

Distrigas Br. at 13-14.

The foregoing statenent has even nore rel evance to the proper

cal cul ation of the bal anci ng charges.

Accordingly, there is no valid reason to price the sw ng
capability for bal anci ng service based solely on the nost
expensi ve LNG and propane facilities. Thus, the bal anci ng cost
cal cul ated on a marginal cost basis at $0.2242 per MVBTu shoul d
be approved. Further, custoners should be given the opportunity
to elect this service on a seasonal rather than an annual basis.
Thus, the rate should be differentiated on a seasonal basis.

Failure to correct the bal ancing charge inpacts both the
Ceneral Transportation and Optional Transportation Service
custonmers. |If the balancing service rate for Cenera
Transportation Service is not reduced this will create an
artificially high balancing charge which will be extracted from

Optional Transportation Service custoners. This does not protect

the interests of custoners.

[11. Conclusion
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The Consortiumrequests that the Departnent nodify the

Conpany's rates, ternms and conditions and capacity rel ease

pl an in accordance with the foregoi ng recomendati ons and

those contained in the Initial

Dat ed: Cctober 9, 1996
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